Msukaligwa Municipality 

Financial Statements for the year ended June 30, 2009 

Accounting Policies to the Annual Financial Statements 


1 . Presentation of Financial Statements 

The financial statements have been prepared in accordance with the Standards of Generally Recognised Accounting Practices (GRAP) and the 
Standards of Generally Accepted Municipal Accounting Practices (GAMAP) prescribed by the Minister of Finance in terms of: 

* General Notice 991 and 992 of 2005, issued in Government Gazette of 7 and 15 December 2005; 

The Standards comprise of the following: 


GRAP1 

Presentation of Financial Statements 

GRAP 2 

Cash Flow Statements 

GRAP 3 

Accounting Policies, Changes in Accounting Estimates and Errors 

GAMAP 4 

The Effects of Changes in Foreign Exchange Rates 

GAMAP 6 

Consolidated Financial Statements and Accounting for Controlled Entities 

GAMAP 7 

Accounting for Investments in Associates 

GAMAP 8 

Financial Reporting of Interests in Joint Ventures 

GAMAP 9 

Revenue 

GAMAP 12 

Inventories 

GAMAP 17 

Property, Plant and Equipment 

GAMAP 19 

Provisions, Contingent Liabilities and Contingent Assets 

GAMAP 6,7 & 8 

Have been complied with to the extent that the requirements in these 
standards relate to the municipality's separate financial statements 


Accounting policies for material transactions, events or conditions not covered by the above GRAP and GAMAP Standards have been developed in 
accordance with paragraphs 7, 11 and 12 of GRAP 3 and the hierarchy approved in Directive 5 issued by the Accounting Standards Board. These 
accounting policies and the applicable disclosures have been based on the South African Statements of Generally Accepted Accounting Practices (SA 
GAAP) including any interpretations of such Statements issued by the Accounting Practices Board. 

A summary of the significant accounting policies, which have been consistently applied, are disclosed below. 

1.1 Significant judgements 

In preparing the financial statements, management is required to make estimates and assumptions that affect the amounts presented in the financial 
statements and related disclosures. Use of available information and the application of judgement is inherent in the formation of estimates. Actual results 
in the future could differ from these estimates which may be material to the financial statements. Significant judgements include: 

Trade Receivables / Held To Maturity Investments And/or Loans And Receivables 

The municipality assesses its trade receivables / held to maturity investments and/or loans and receivables for impairment at each balance sheet date. 

In determining whether an impairment loss should be recorded in the Statement of Financial Performance, the municipality makes judgements as to 
whether there is observable data indicating a measurable decrease in the estimated future cash flows from a financial asset. 

The impairment for trade receivables / held to maturity investments and/or loans and receivables is calculated on a portfolio basis, based on historical 
loss ratios, adjusted for national and industry-specific economic conditions and other indicators present at the reporting date that correlate with defaults 
on the portfolio. These annual deficit ratios are applied to loan balances in the portfolio and scaled to the estimated deficit emergence period. 

Allowance for slow moving, damaged and obsolete stock 

An allowance is made for slow-moving, damaged and obsolete inventory to write the inventory down to the lower of cost or net realisable value. 
Management have made estimates of the selling price and direct cost to sell on certain inventory items. The write down, if any, is included in the 
Statement of Financial Performance. 

Impairment testing 

The municipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the carrying amount may not be 
recoverable. If there are indications that impairment (i.e. carrying amount is less than recoverable amount) may have occurred, estimates are prepared 
of expected future cash flows for each group of assets. 

The recoverable amounts of cash-generating units and individual assets have been determined based on the higher of value-in-use calculations and fair 
values. 
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1.2 Property, plant and equipment 
Fixed assets 

Property, plant and equipment comprise tangible item that are held for use in the production or supply of goods or services, for rental to others, or for 
administrative purposes and are expected to be used during more than one period. Items of property, plant and equipment are initially recognised as 
assets on acquisition date and are initially recorded at cost. The cost of an item of property, plant and equipment is the purchase price and other costs 
attributable to bring the asset to the location and condition necessary for it to be capable of operating in the manner intended by the municipality. Trade 
discounts and rebates are deducted in arriving at the cost. The cost also includes the necessary costs of dismantling and removing the asset and 
restoring the site on which it is located. 

Property, plant and equipment is stated at cost less accumulated depreciation and impairment losses. 

The cost of an item of property, plant and equipment acquired in exchange for a non-monetary asset or monetary assets, or a combination of monetary 
and non-monetary assets was measured at its fair value. If the acquired item could not be measured at its fair value, its cost was measured at the 
carrying amount of the asset given up. 

Subsequent expenditure relating to property, plant and equipment is capitalised if it is probable that future economic benefits or potential service delivery 
of the asset are enhanced in excess of the originally assessed standard of performance. If expenditure only restores the originally best estimate of the 
expected useful life of the asset, then it is regarded as repairs and maintenance and is expensed. 


Depreciation 

Depreciation is calculated on the depreciable amount, using the straight-line method over the estimated useful lives of the assets. The depreciable 
amount of an asset is the cost of an asset less its residual value. Residual value is the estimated amount a municipality would currently obtain from 
disposal of the asset, if the asset were already of the age in the condition expected at the end of the useful life. Depreciation commence when the asset 
is ready for its intended use. The annual depreciation rates are based on the following estimated average asset lives: - (In more detail in accordance 
with Council's Asset Management Policy) 


Details 

Years 

Infrastructure 



Roads and Motorways 

10-15 


Traffic Equipment 

5 


Storm water Drainage 

20 


Airport Infrastructure 

20 


Solid Waste 

30 


Water and Sanitation 

20 


Major Substations: Buildings 

30 


Transformers and Related Equipment 

20 


Mains 

20 


Street Lighting 

25 

Community asset 



Buildings 

30 


Recreational Facilities 

30 

Other assets 



Buildings 

30 


Markets and Informal Markets 

30 


Fire Engines 

20 


Landfill Sites 

30 


Car Parks 

20 


Building Improvements 

30 


Heavy and Mobile Plant 

10-15 


Furniture and Fittings 

7-10 


Vehicles 

5-7 


Bins and Containers 

5-10 


Plant - General 

2-5 


Security Systems 

3 


Office Equipment 

3-7 


Other items of Plant and Equipment 

2-5 
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1 .2 Property, plant and equipment (continued) 

The useful life of an item of property, plant and equipment is reviewed periodically and, if expectations are significantly different from previous 
estimates, the depreciation charge from the current and future periods shall be adjusted. 

These estimated useful lives and depreciation methods was not reviewed in the current year as required by GAMAP 17 as these requirements 
have been exempted in terms of Government Gazette 30013 of 29 June 2007 

Land 

Land is not depreciated as it is regarded as having an infinite life. 

Heritage assets 

Heritage assets, which are culturally significant resources and which are shown at cost, are not depreciated owing to uncertainty regarding to their 
estimated useful lives. 

Disposal of Property, Plant and Equipment 

The book values of assets are written off on disposal. 

The difference between the net book value of assets (cost less accumulated depreciation) and the sales proceeds is reflected as a gain or loss in the 
Statement of Financial Performance. 

Impairment 

Where the carrying amount of an item property, plant and equipment is greater than the estimated recoverable amount, it should be written down 
immediately to its recoverable amount and an impairment loss is charged to the Statement of Financial Performance. The municipality should assess at 
each reporting date whether there is any indication that any items of PPE may be impaired by reviewing external and internal sources of information 
which indicates that impairments may have occurred. 

For the current year, the municipality did not perform impairment testing on its assets as required by GAMAP 17 and IAS 36 (AC128), as these 
requirements have been exempted in terms of Government Gazette of 29 June 2007 

1.3 Financial instruments 

The municipality has various types of financial instruments and these can be broadly categorised as either Financial Assets or Financial Liabilities. 

Fair value determination 

Fair value information for trade and other receivables are determined as the present value of estimated future cash flows discounted at the effective 
interest rate computed at initial recognition. 

Investments 

Investments, which include fixed deposits and short-term deposits invested in registered commercial banks, are categorised as either held-to-maturity 
where the criteria for that categorisation are met, or as loans and receivables, and are measured at fair value upon initial recognition and thereafter 
carried amortised cost, using the effective interest rate method. 

Where investments have been impaired, the carrying value is adjusted by the impairment loss, which is recognised as an expense in the period that the 
impairment is identified. Impairments are calculated as being the difference between the carrying amount and the present value of the expected future 
cash flows flowing from the instrument. On disposal of an investment, the difference between the net disposal proceeds and the carrying amount is 
charged or credited to the Statement of Financial Performance. 

Loans to employees 


These financial assets are classified as loans and receivables and are measured at fair value plus direct transaction costs upon initial recognition. 

After initial recognition these loans are measured at amortised cost, using the effective interest rate method, less any impairment loss recognised to 
reflect irrecoverable amounts. 

An impairment loss is recognised in surplus or deficit when there is objective evidence that it is impaired. The impairment is measured as the difference 
between the loan’s carrying amount and the present value of estimated future cash flows discounted at the effective interest rate computed at initial 
recognition. 
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1.3 Financial instruments (continued) 

Impairment losses are reversed in subsequent periods when an increase in the loan’s recoverable amount can be related objectively to an event 
occurring after the impairment was recognised, subject to the restriction that the carrying amount of the investment at the date the impairment is 
reversed shall not exceed what the amortised cost would have been had the impairment not been recognised. 


Trade and other receivables 

Trade receivables classified as loans and receivables and are measured at initial recognition at fair value plus direct transaction costs. After initial 
recognition these receivables are measured at amortised cost, using the effective interest rate method, less any impairment loss recognised to reflect 
irrecoverable amounts. 

Appropriate allowances for estimated irrecoverable amounts are recognised in surplus or deficit when there is objective evidence that the asset is 
impaired. Significant financial difficulties of the receivable, probability that the receivable will enter bankruptcy or financial reorganisation, and default or 
delinquency in payments (more than 30 days overdue) are considered indicators that the trade receivable is impaired. The allowance recognised is 
measured as the difference between the asset’s carrying amount and the present value of estimated future cash flows discounted at the effective 
interest rate computed at initial recognition. 

The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the deficit is recognised in the Statement of 
Financial Performance within operating expenses. When a trade receivable is uncollectable, it is written off against the allowance account for trade 
receivables. Subsequent recoveries of amounts previously written off are credited against other income in the Statement of Financial Performance. 

These financial assets are not quoted in an active market and have fixed or determinable payments. 

Cash and cash equivalents 

Cash and cash equivalents comprise cash on hand and demand deposits and are subject to an insignificant risk of changes in value. These are initially 
recorded at fair value, and are subsequently measured at amortised cost, using the effective interest rate method. 

Cash and cash equivalents are classified as loans and receivables. 

Bank overdraft: 

Bank overdrafts are initially measured at fair value, and are subsequently measured at amortised cost, using the effective interest rate method. Any 
difference between the proceeds (net of transaction costs) and the settlement or redemption of borrowings is recognised over the term of the borrowings 
in accordance with the municipality’s accounting policy for borrowing costs. 

Other financial liabilities are measured initially at fair value and subsequently at amortised cost, using the effective interest rate method. 

Bank overdrafts are classified as financial liabilities carried at amortised cost. 

Trade payables and borrowings: 

Trade payables and borrowings are initially measured at fair value, and are subsequently measured at amortised cost, using the effective interest rate 
method. 

Trade and other payables are classified as financial liabilities carried at amortised cost. 
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